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Criteria for the budget and benchmark assessment 

Key observations following assessment of the 2019/20 

MTREF 


• Budget assumptions and tariff increases 

• Cash flow management 

• Funding compliance 

• Sustainability ratios 

• Progress on implementation of mSCOA 
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The budget was assessed against three broad 
criteria, namely: 


PROVINCIAL TREASURY 


Credibility 


i 



Sustainability 


To determine whether the budget is funded i.t.o 
SI 8 of MFMA. 

Assessing credibility of budget, revenue 
framework and associated budget assumptions 
to determine if they are realistic and indicative 
of multi-year budgeting. 


To test if the budget is aligned to the reviewed 
IDP and the extent to which national and 


provincial priorities , including MFMA Circular 93 
and 94 


To determine whether budget gives effect to long¬ 
term financial and operational sustainability of the 
municipality. 
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Budget assumptions 


V 

Services 

2019/20 Tariff 
increases per 
schedule of 
tariffs 

Abattoir services 

0% 

Fire fighting 

0% 



• Tariffs for Abattoir and Fire-fighting services have remained unchanged from 2018/19 to 
2019/20. There are no proposed increases in tariffs. 

The decision to not increase tariffs is not justified in the budget narrative report. 

❖ Tariffs too high and unaffordable? Competition? 
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Budget assumptions 


PROVINCIAL TREASURY _ 

Revenue item 

2019/20 

Revenue 

collection 

Other revenue (source: abattoir) 

100% 


The municipality has assumed a revenue collection rate of 100% for Abattoir revenue 
which is marginally higher than revenue collection rate of 95.8% based on the 2017/18 
audited AFS. 


Fire income not budgeted for in 2019/20 MTREF. Fire income amounted to R61 180 in 
2016/17 and Rnil (0) in 2017/18 
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Budget assumptions 


Waterberg District Municipality 


Revenue Sources 

2015/16 

2016/17 

2017/18 

Current Year 2018/19 

2019/20 Medium Term Revenue & 
Expenditure Framework 

2018/19- 

2019/20 

2019/20- 

2020/21 

2020/21- 

2021/22 

R thousand 

Audited 

Outcome 

Audited 

Outcome 

Audited 

Outcome 

Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Pre-audit 

outcome 

Budget 

Year 

2019/20 

Budget 
Year +1 

2020/21 

Budget 
Year+2 

2021/22 

%Change 

% Change 

%Change 

Interest earned - external investments 

10 414 

14 559 

11 491 

10 311 

11 400 

11 400 

11 400 

8 421 

8 876 

9 355 

-26.1% 

5.4% 

5.4% 

Agency services? 

1 256 

916 

1 061 

2 070 

2 070 

2 070 

2 070 

2 148 

2 264 

2 386 

3.7% 

5.4% 

5.4% 

Transfers and subsidies 

147 864 

125 360 

121 975 

125 986 

125 986 

125 986 

125 986 

133 249 

138 638 

144 650 

5.8% 

4.0% 

4.3% 

Other revenue 

129 

138 

27 

34 

34 

34 

34 

35 

37 

39 

5.2% 

5.4% 

5.4% 

Total Revenue (excluding capital 
transfers and contributions) 

159 662 

140 974 

134 553 

138 401 

139 490 

139 490 

139 490 

143 853 

149 815 

156 430 

3.1% 

4.1% 

4.4% 


Increases of 5.4% for 
the outer years not 
credible. 

The municipalityhas not 
prepared a multi-year 
budget. _ 


• Revenue from Abattoir incorrectly classified under Agency services in A Schedule. 

• Agency services: Compensation received by the municipality for cost to provide the agency 
service should be recognised as receipts and not set-off against the expenditure. This 
compensation maybe in the form of commission, agency fees, contract fees, etc. Revenue from 
Abattoir does not meet the definition. 

• Abattoir revenue appears to be misclassified, Should be reflected under Other revenue in the A 
Schedule. Classification on mSCOA chart, Operational Revenue and Sale of goods and rendering 
of services. 

• Supporting Table SA16 for Investments held not populated. 
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Budget assumptions 




Waterberg District Municipality 


Expenditure by Type 

2015/16 

2016/17 

2017/18 

Current Year 2018/19 

2019/20 Medium Term Revenue & 
Expenditure Framework 

2018/19- 

2019/20 

% Change 

2019/20- 

2020/21 

% Change 

2020/21- 

2021/22 

% Change 

R thousand 

Audited 

Outcome 

Audited 

Outcome 

Audited 

Outcome 

Original 

Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Pre-audit 

outcome 

Budget 

Year 

2019/20 

Budget 
Year +1 

2020/21 

Budget 
Year +2 
2021/22 

Employee related costs 

67 117 

74 650 

84 584 

100 566 

104 435 

104 435 

104 435 

105 475 

109 660 

114 427 

1.0% 

4.0% 

4.3% 

Remuneration of councillors 

6 717 

6 769 

7 894 

8 654 

8 996 

8 996 

8 996 

8 898 

9 047 

9 295 

-1.1% 

1.7% 

2.7% 

Depreciation & asset impairment 

6 176 

6 198 

6 416 

6 375 

6 375 

6 375 

6 375 

6 707 

6 968 

7 242 

5.2% 

3.9% 

3.9% 

Contracted services 

15 703 

13 521 

7 488 

7 410 

7 410 

7 410 

7 410 

6 163 

6 496 

6 847 

-16.8% 

5.4% 

5.4% 

[Transfers and subsidies_ 


"._. 

._. 





._. 

._ 

._. 

._. 

_ _ _ 

_ 

_ 

|- 

-I 


Other expenditure 

56 166 

36 663 

35 332 


I 

87 85£ 



38 692 

37 616 

39 118 

V -56.0°4 

-2.8% 

4.0% 

V 41 358 

87 858 

\ 

87 858 

Loss on disposal of PPE 












_ 

_ 

_ 

Total Expenditure 

151 879 

137 801 

141 714 

164 363 

215 075 

215 075 

215 075 

165 935 

169 787 

176 929 

-22.8% 

2.3% 

4.2% 


Total operating expenditure decreased by 22.8% in 2019/20 mainly due to the significant reduction in Other 
expenditure budget which was overstated in 2018/19 Adjustments budget. An amount of R45 million related to 
Public safety projects was included under both the operating and capital budget. 

Other expenditure : Breakdown of General expenses budget of R24.8 million not provided over 2019/20 MTRER 
General expenses should not be more than 10% of budget for Other expenditure. Currently 64%. 

Other expenditure: Includes Project expenditure of R5.2 million. The amount should be classified in terms of 
mSCOA chart. 


Repairs and maintenance by expenditure item has been classified as Other expenditure in the 2019/20 A1 
Schedule, however in the TABB data Repairs and maintenance is classified as Contracted services . 
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Budget assumptions 



PROVINCIAL TREASURY 


Contracted services : List of contracts not disclosed in Table SA1. Based on the budget narrative report, 
the Contracted services budget is in respect of fire-fighting services rendered by Mogalakwena Local 



nicipality on behalf of Waterberg District Municipality. 


> Discrepancies were noted between the budget for Contracted services of R20.7 million reflected in 
the 2019/20 Tabled budget (TABB) data strings and the approved budget of R6.2 million for 
Contracted services in the A1 Schedule. The discrepancies are also noted in the outer years 
(2020/21 and 2021/22). 

> Budget for Contracted services in A1 Schedule may be understated??? 

Employee related costs : Salaries and wages assumed to increase by 6.7% based on CPI+1.5% per 
Salary and Wage Collective Agreement dated 15 August 2018. 

> Supporting Tables SA22, SA23 and SA24 for Employee related costs were not populated. 
Therefore, reasonableness of budget could not be determined. 

> The total budget for Employee related costs of R94.9 million reflected in the Tabled budget (TABB) 
data strings did not reconcile with the budget of R105.5 million in the A1 Schedule. 
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PROVINCIAL GOVERNMENT 


Outcomes: Operating surplus/ deficit 


Waterberg District Municipality 


Description 

2015/16 

2016/17 

2017/18 

Current Year 2018/19 

2019/20 Medium Term Revenue & 
Expenditure Framework 

Rthousand 

Audited 

Outcome 

Audited 

Outcome 

Audited 

Outcome 

Original 

Budget 

Adjusted 

Budget 

Full Year Forecast 

Pre-audit outcome 

Budget Year 
2019/20 

Budget Year 

1 +1 2020/21 

Budget Year 
+2 2021/22 

Total Revenue (excluding capital 
transfers and contributions) 

159 662 

140 974 

134 553 

138 401 

139 490 

139 490 

139 490 

143 853 

149 815 

156 430 

Total Operating Expenditure 

151 879 

137 801 

141 714 

164 363 

215 075 

215 075 

215 075 

165 935 

169 787 

176 929 

IS u rplus/(Def icit) 

7 783 

3173 

(7161) 

(25 962) 

(75 585) 

(75 585) 

(75 585) 

(22 081) 

(19 972) 

(20 499j 


• Operating deficits incurred from 2017/18 and are projected over the 2019/20 MTREF period. 

❖ Operating deficits are an indication that there are financial imbalances that need to be 
addressed. These problems may be related to expenditures that are too high. 

❖ Projected deficits over the 2019/20 have increased significantly in comparison to the Audited 
Outcomes. This is attributed to the increases in the Employee related costs which increased 
from R84.6 million in 2017/18 to R105.5 million in 2019/20. 
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Cash Flow Management 


DC36 Waterberg District Municipality 


Cash Flows 

2015/16 

2016/17 

2017/18 

Current Year 2018/19 

2019/20 Medium Term Revenue & 
Expenditure Framework 

Rthousand 

Audited 

Outcome 

Audited 

Outcome 

Audited 

Outcome 

Original 

Budget 

Adjusted 

Budget 

Full Year | 
Forecast 

Pre-audit 

outcome 

Budget Year 
2019/20 

Budget Year 
+1 2020/21 

Budget Year 
+2 2021/22 

Net cash from (used) operating 

56 090 

i (35 088) 

826 

(19 587) 

(34 327) 

(34 327) 

i (34 327) 

(22 081) 

(19 972) 

(20 499) 

Net cash from (used) investing 

(3 995 ) 

( 274 ) 

(1 256 ) 

— 

— 

— 

— 

— 

— 

— 

Net cash from (used) financing 


(6 062 ) 

i — 

— 

— 

— 

— 

— 

— 

— 

Net increase/(decrease) in cash held 

53 155 ! 

(41 423 ) 

1 163 

(19 587 ) 

(34 327 ) 

(34 327)1 

(34 327 ) 

(22 081 ) 

(19 972 ) 

(20 499 ) 

Cash/cash equivalents at year begin 

83 059 

136 214 

94 791 

130 969 

130 969 

130 969 

| 130 969 

130 969 

108 888 

88 915 

Cash/cash equivalents at the year end 

136 214 

94 791 

^95 95^ 

111 382 

^6642^ 

l 96642 

96 642 

108 888 

88 915 

68 417 


Operating payments 
exceed operating 
receipts. 


• The municipality has reflected the same opening Cash/cash equivalents balance of R130.9 million for 
2018/19 and 2019/20. This balance was carried forward from the 2016/17 audited AFS. 


• The opening balance of R130.9 includes an amount of R36.2 million in respect of Held-to-maturity 
investments. This amount was not reflected as Cash/cash equivalents in the 2016/17 audited AFS. 
Consequently, the projected cash balances over the 2019/20 MTREF period are overstated. 


• Capital budget not populated in Tables A5 and A9 even though IDP projects include capital projects. 
Capital asset payments not reflected in Cash Flow Budget. _ 
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Cash backed reserves / accumulated surplus 

reconciliation 


DC36 Waterberg Municipality Table A8 Cash backed reserves/accumulated surplus reconciliation 


Description 

2015/16 

2016/17 

2017/18 

Current Year 2018/19 

2019/20 Medium Term Revenue & 
Expenditure Framework 

R thousand 

Audited 

Outcome 

Audited 

Outcome 

Audited 

Outcome 

Orig inal 
Budget 

Adjusted 

Budget 

Full Year 

Forecast 

Pre-audit 

outcome 

Budget Year 
2019/20 

Budget 
Year +1 

2020/21 

Budget 
Year +2 

2021/22 

Cash and investments available 











Cash/cash equivalents at the year end 

136 214 

94 791 

95 954 

111 382 

96 642 

96 642 

96 642 

108 888 

88 915 

68 417 

Other current investments > 90 days 

30 1 16 

36 178 

34 585 

(5 382) 

9 358 

9 358 

9 358 

(888) 

20 085 

41 583 

Non current assets - Investments 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Cash and investments available: 

166 330 

130 969 

130 539 

106 000 

106 000 

106 000 

106 000 

108 000 

109 000 

110 000 

i Aoolication of cash and investments 











I 

I Unspent conditional transfers 

60 206 

10 031 

8 724 

- 

- 

- 

- 

- 

- 

- 

Unspent borrowing 

Statutory requirements 

— 

— 

— 

— 

— 

— 


— 

— 

— 

Other working capital requirements 

10 245 

5 503 

2 616 

1 1 427 

1 1 448 

1 1 448 

1 1 448 

(1 800) 

(2 000) 

(2 500) 

Other provisions 

- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

Long term investments committed 

Reserves to be backed by cash/investments 

— 

— 

— 

— 

— 

— 

— 

— 

— 

— 

Total Application of cash and investments: 

70 451 

15 534 

11 340 

11 427 

11 448 

11 448 

11 448 

(1 800) 

(2 000) 

(2 500) 

Surplus(shortfall) 

95 879 

115 435 

119 199 

94 573 

94 552 

94 552 

94 552 

109 800 

111 000 

112 500 


• Projected cash surplus of R109.8 million in Table A8 is overstated as the Closing Cash/cash equivalents 
balance of R108.9 million carried forward from Table A7 is also overstated. 

• Other working capital requirements : The municipality has reflected an amount of negative R1.8 million as 
a commitment for Other working capital appears to be misstated. Not consistent with Audited outcomes, 
mainly due to the municipality not projecting Creditors over the 2019/20 MTREF period. 

• Commitment in respect of Provisions not disclosed in Table A8. 
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REPU8UC OF SOUTH AfWCA 

PROVINCIAL TREASURY 

Funding of the budget 


LPT recalculation: Budgeted Cash Flow Table A7 and Table A8 (Cash backed reserves/ 
Accumulated surplus reconciliation) return cash surpluses over the 2019/20 MTREF period. 

When preparing the final budget, the municipality must consider the comments relating to 
Table A7 and Table A8 in order to reflect a credible cash position. 
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PROVINCIAL TREASURY 



Grant dependency: Over the 2019/20 MTREF period, the ratio of Own source revenue to Total 
operating revenue is approximately 7%. The outcome of the ratio indicates that the bulk of the 
municipality’s revenue is from operating grants. The municipality does not provide trading services. 

Cash coverage: Cash coverage ratios, as per Table SA10, over the 2019/20 period exceeded the norm 
range of between 1 and 3 months (2019/20: 9.6 months; 2020/21:7.6 months and 2021/22: 5.6 months). 
The outcome of the ratio indicates the municipality will be able to meet its monthly fixed operating 
commitments from cash and short-term investment. 


19/05/2019 
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Progress on implementation of mSCOA 


PROVINCIAL TREASURY 


• The mSCOA Tabled Budget (TABB) data strings and Project Details Tabled Budget (PRTA) for the 
19/20 MTREF budget were submitted. The TABB data strings are not aligned to the A Schedule. 



Outcome of the verification was sent to the municipality. 


• The municipality’s mSCOA TABB data strings were reviewed to determine the extent to which the 


municipality complied with the mSCOA regulations when budgeting in the mSCOA classification and to 


test the use of the mSCOA segments when budgeting. The review covered the Item segment of the 
mSCOA chart. LPT noted that mSCOA chart was not fully utilised. 


• The municipality could not perform the live demonstration of the Budget module during the session held 


at the municipality on 24 April 2019. This was due to the fact that Municipal staff were not able to use 
Budget module. The municipality is dependent on the system vendor. There is no transfer of skills. 

• While it is positive to note that the municipality is able to extract the TABB and PRTA mSCOA data 
strings from the financial system, of concern is the fact that the A1 Schedule is extracted by service 
provider (off-site), not by the municipality. 
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PROVINCIAL TREASURY 



'ey strategic issues to consider when 
adopting the budget 



• The municipality must review the 2019/20 Tabled Budget taking into account comments contained in this 
report. Improve the quality of the budget documents by ensuring that all the supporting budget Tables are 
fully populated with sufficient disclosures. 

Considering the budgeted operating deficits, the municipality must put in place appropriate 
strategies to address financial imbalances that may exist and explain these measures in the 
budget document. These strategies should include ways of reducing operating expenses by 
implementing stringent cost containment measures and elimination of non-priority items. 


• The municipality must ensure that the mSCOA chart is fully utilised and that the budgets are 
“unpacked” as required on the mSCOA chart. 

• The municipality must ensure that there is 100 per cent alignment between the Original Budget 
(ORGB) data strings and the adopted A1 Schedule. 
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